
CE;R'iIFIEZ, MAIL 

Dear Applicznt: 

We have considered your appl ica t ion  f o r  recognition of exemption under 
sec t ion  5 0 1 : ~ )  (7) of the  In terna l  Revenue Code. 

***  vidence presented *** lcsed t h a t  *** **** **********  ** ********  **  
**** under Chapter *** 05 the ************ ******  ****  a s  a 
Not-For-?ref i t corguration. 

The purposes f o r  whidl the  corporatior. %as formed a re  as follows: 

Exc1usivc:ly for: c i v i c  and nloral purposes, t o  improve the physical aspects 
of the envirorxrj~ent an6 t o  e s t ab l i sh  maintain recreat ional  programs and 
a c t i v i t i e s ,  within t h e  meaning of ************ ******  **** *  *** ** * a s  
axended, and of Sectioii SOX(cj(7) of the In terna l  Revenue Code of 1954, a s  
from time t o  time amended, me more pa r t i cu ia r ly ,  f o r  the purpos* ** 
waintaining and preserving the  character  and physical environment of ****  
***  *****   r e s i d e n t i a l  development so  t h a t  it w i l l  remain a desirable and 
aestf iet ical ly pleasinq pla** * * ***  h t o  l i v e ,  t o  develop coraunity s p i r i t  
among the  res idents  of ****  * * *  Es ta tes  and t o  .:rd\ancc the general 
welfare of the res idents  by promoting moral responsibility- among the  
******** * * *uild a d  maintain residences which w i l l  be a c red i t  t o  ****  
* * *  *****   and t o  do a l l  things necessary and incidental t o  tAose 
purposes, including the  acquis i t ion  of land and the r i g h t  t o  maintain 
property designated a s  conmoll areas. 

Forn 1024 indicates  t h *  * * * * * * *  ***  i s t  of landscaping common areas a t  
the  en t rmce  of the ****  * * *  *****   housing development t o  make the 
areas more a t t r a c t i v e  and s a f e r  by iricreasing v i s i b i l i t y .  Proposed 
a c t i v i t i e s  include deve.lopirlg- comnlon areas of the development bordering on 
* * ke f o * **  purposes of boatilig a!d f ishing.  Financial statements f o r  
**** and **** indica te  revenue is derived from membership dues and small 
anounts oE bank in te res t .  Expelises cons is t  la rge ly  of attorney1 s fees ,  
landscaping, and land surveys. 
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Per your bylaws, membership i n  the ********** *  *** ited and r e * * * *  d  
t o  owners of property i n  the *****  * * *  ****** area of ******* 
*********** ." The bylaws a l s o  s t a t e  tha t ,  "membership i n  t h e  
association sha l l  cease on tlie da te  of the conveyance of a l l  property i n  
****  * * * * *****   by the  member." 

Section 5Ulic) (7 1 of the  Code provides exception t o  clubs organized f o r  
pleasure, recreation, and other nonprof i t a b l e  purposes, subs tant ia l ly  a l l  
of the a c t i v i t i e s  of which a r e  f o r  such purposes and no pa r t  of the  net 
earnings of which inures t o  the bene f i t  of any p r iva te  shareholder. In  
general,  t h i s  exemption extends t o  soc ia l  and recrea t ion  clubs which a r e  
supported so le ly  by membership f ees ,  dues, and assessments. However, a 
club otherwise e n t i t l e d  t o  exemption w i l l  not  be d isqual i f ied  because it 
ra i se s  revenue from members thrmgh the use of club f a c i l i t i e s  o r  i n  

3 
coilnection with club a c t i v i t i e s .  P 

Revenue Ruling 75-494 1975-2 C.B. 214 held t h a t  a club providing soc ia l  and 
recreational f a c i l i t i e s ,  whose membership is l imited t o  the  homeowners of a 
housing development w i l l  be precluded from qualifying f o r  exemption under 
sect ion 501(c)(7] i f  it owns and maintains r e s i d e n t i a l  s t r e e t s  o r  if i t  
aduinis t e r s  and enforces covenants f o r  preserving the  a rchi tec ture  and 
appearance of the  housing developnient . 
As i n  Revewe Ruling 75-494, your organiza1:ion c a r r i e s  on a c t i v i t i e s  which, 
as a major p a r t  of i ts  overal l  a c t i v i t i e s ,  a r e  not  considered s o c i a l  and 
recreational within the meaning of sec t ion  501(c) (7) .  

Accordingly, we conclude t h a t  you do not meet the requirerilents f o r  exempt 
s t a t u s  under sect ion 501(c)(7) of the Code and propose t o  deny your request 
f o r  exemption under t h a t  section. 

Consideration was given t o  the p o s s i b i l i t y  of exemption under sec t ion  
501(c)(4) of t he  Code. 

Sec-Lion 501(c)(4j of the Internal  R-evenue Code provides f o r  the exemption 
lCron Federal i.ncome tax  of c i v i c  leagues or  organizations not organized f o r  
p r o f i t  but operated exclusively f o r  the  promotion of s o c i a l  welfare. 

Section 1 .501(~)(4) - l (a ) (Z)( i )  of the Income Tax Regulations provides t h a t  
an organization i s  operated exclusively fox the  gronotion of soc ia l  welfare 
i f  it primarily engages i n  promoting i n  some way the common good and 
general welfare of tlre people of the community. 

The concept of soc ia l  welfare implies a serv ice  o r  program directed a t  
benefi t t ing the comaunity ra ther  than a pr iva te  group of individuals.  



Revenue Ruling 74-99, 1974-1 C.B. 131 s ta tes  that  a homeowners associat ion 
must, i n  addition t o  otlierwise qualifying f o r  exemption under sect ion 
501(cj(4) of the Code, s a t i s fy  the following requirements: (1) It m u s t  
elgage i n  a c t i v i t i e s  that  confer benefit on a c o m i t y  comprising a 
geographical unit h i c h  bears a reasonably recognizable relationship t o  an 
area ordinari ly ident i f ied  as  a govem~enta l  subdivision o r  a un i t  o r  
d i s t r i c t  thereof;. ..and (3) I t  owns and maintains only common areas o r  
f a c i l i t i e s  sucll as roadways and parklands, sidewalks and s t r e e t  l i gh t s ,  
access to, o r  the use and enjoyment of which is extended t o  members of the 
general pu l~ l i c  and is not res t r ic ted  t o  members of the homeowners 
association. 

Revenue Ruling 74-99 a l so  s t a t e s  that  a communicy within the meaning, of 
.. Section 501(c) (4) of the Code and regulations is  not simply an -aggregation 

of llomeowners bound together i n  a structured un i t  formed as an integral  
pa r t  of a plan f o r  the development of a r e a l  , e s ta te  subdividison and the 
s a l e  and purchase of homes therein. 

Consequently, based on the foregoing, we have determined that  you f a i l  t o  
. qualify f o r  exempt s t a tus  under Section 501(c)(4) of the Code. 

We have also determined t ha t  you f a i l  t o  qualify f o r  exempt s t a tus  under 
any other subsection of IRC 501(c). 

I t  appears tha t  your organization may e lect  t o  f i l e  under section 528 t o  
receive ce r ta in  tax benef i ts  which, i n  e f fec t ,  permit the exclusion of 
exempt function income from gross income. The e lect ion t o  f i l e  under 
section 528 is t o  be made by f i l i n g  Form 1120-H, U.S. Income Tax Return fo r  
Homeowners Associations. IIowever, i f  you do not e lec t  t o  f i l e  under 
section 528, you a re  required t o  f i l e  Federal income tax returns on Form 
1120. 

You a re  required t o  f i l e  a taxable return Form 1120 or  1041 with the 
D i s t r i c t  Director of Internal Revenue Service. Please send the return t o  
the Internal Revenue Service, P.O. Box 1680, General Post Office, Brooklyn, 
NY 11202. 



If you do not agree with t h i s  determination, you may protes t  i n  accordance 
with the ellclosed i~ l s t ruc t ions  within 30 days. 

Protests  submitted which do not contain a l l  the documentation s ta ted  i n  t h e  
instructions w i l l  be returned f o r  completions. 

If we do not hear from you within tha t  time, th i s  determination w i l l  becane 
f i n a l  . 

Sincerely yours, 

7s7 ***** *  **********  

Dis t r i c t  Director 

Enclosure: hibl icat ion 892 


